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June 11, 1997
File Ref. Nos. 1120
4302
To the Auditing Standards Board:
Attached are the comment letters received to date on the exposure draft, Proposed Statement on
Auditing Standards, Communication Between Predecessor and Successor Auditors.
Name/Affiliation

Location

1. Michael C. Haas
M orton Alan Haas & Co.

Glendale, CA

2. Harold Monk
Davis, Monk, & Co.

Gainesville, FL

3. DonPallais
Own Account

Richmond, VA

4. Grover C. Austin
Louisiana Legislative Auditor

Louisiana

5. K enGoodheart
Friedman, Goldberg & Mintz LLC

Deerfield, IL

6. Philip W. Debus
Own Account

Englewood, CO

7. Margaret Kelly
State Auditor o f Missouri

Jefferson City, MO

8. Barbara S. Angel
Arkansas Society o f CPAs

Little Rock, AR

9. Charles L. Lester
Auditor General - State of Florida

Tallahassee, FL

10. Thomas H. McTavish
Auditor General - State o f Michigan

Lansing, MI
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June 11, 1997

Name/Affiliation

Location

11. V anA uld
V.L. Auld & Associates

Lafayette, LA

12. James A. Koepke
PCPS Technical Committee

AICPA

13. Julian Jacoby and Walter M. Primoff
New York State Society o f CPAs

New York, NY

14. Frank J. Koster
Arthur Andersen

Chicago, IL

15. Marlene Gazda
New Hampshire Society o f CPAs

Bedford, NH

Please call me at 212/596-6026 if you have any questions.
Sincerely,

Kim Gibson
Technical Manager
Audit and Attest Standards

June 24, 1997
File Ref. Nos. 1120
4302
To the Auditing Standards Board:
Attached are the comment letters received to date on the exposure draft, Proposed Statement on

Auditing Standards, Communication Between Predecessor and Successor Auditors.
Name/Afiiliation

Location

16. Allan C. Kitchen
Carter, Corbin & Company
/

Virginia Beach, VA

17. Lawrence S. Milowsky
New Y ork State Society o f CPAs
Small Sized Firms Practice Management
Committee

New York, NY

18. Raymond Michalski
Swearingen & Swearingen Co.

Mentor, OH

19. Harvey C. Eckert
Deputy Secretary for Comptroller
Commonwealth o f Pennsylvania

Harrisburg, PA

20. Rick Foster
Accounting, Auditing and Review Standards
Washington Society o f CPAs

Bellevue, WA

21. Deloitte & Touche LLP

Wilton, CT

22. Mary Sanders
Louisiana Society o f CPAs
Auditing and Accounting Standards

Louisiana

23. George A. Lewis
Broussard Poche Lewis & Breaux

Lafayette, LA

24. Thomas R. Meseroll
Office o f the State Auditor - New Jersey

New Jersey
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June 20, 1997
Name/Affiliation

Location

25. John A. Fazio
Auditing and Accounting Standards Committee
New Jersey Society o f CPAs

Roseland, NJ

26. KPMG Peat Marwick LLP

New York, NY

27. Anthony J. Glebocki
Legislative Auditor - New Jersey

New Jersey

28. Price Waterhouse LLP

Stamford, CT

29. Coopers & Lybrand LLP

Jersey City, NJ

30. Crowe, Chizek and Company LLP

South Bend, IN

31. Ernst & Young LLP

Cleveland, OH

32. Grant Thornton LLP

Chicago, IL

33. R. Thomas Wagner, Jr
National State Auditors Association

Lexington, KY

34. Sharon R. Russell
Association o f Government Accountants
Financial Management Standards

Alexandria, VA

Please call me at 212/596-6026 if you have any questions.
Sincerely,

Kim Gibson
Technical Manager
Audit and Attest Standards
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Ms. Kim M. Gibson
Technical M anager
Audit and Attest Standards
File 4302
AICPA
1211 Avenue o f the Americas
New York, New York 10036-8775
Dear Ms. Gibson:
I am writing in response to the M arch 7, 1997 exposure draft on a proposed statement on auditing
standards entitled "Communications between Predecessor and Successor Auditors."
Paragraph 3: I think this paragraph (or another one should be added) should say one way or another if
it is a requirement that the successor auditor contact the predecessor prior to accepting the engagement.
I still read this as a gray area of when the contact is to be made. It has been my experience,
unfortunately more times than not, that a successor auditor does not contact me at all. I think it is
important that the successor auditor’s responsibility be spelled out as clear as possible.
Appendix B, page 14 of the exposure draft: I think this is a difficult situation that allows a successor
auditor out of making a decision to report a predecessor auditor where the predecessor auditor clearly
did substandard work. W ithout turning us all into policemen o f the profession, there should be a way
to report incompetent auditing and accounting work product to that State’s enforcement body.
Thank you for allowing me to express my views.
Very truly yours
MORTON ALAN HAAS & CO.

M CH /pf

Author: PC:76171.3252@CompuServe.COM at INTERNET
Date:
4/7/97 7:25 PM
Priority: Normal
TO: Kim Gibson at AICPA3
Subject: Proposed SAS - Communications Between Predecessor & Successo
----------------------------------- Message Contents ----------------------In general this proposed standard reads and would appear to be more
appropriate
as an Interpretation rather than a new SAS. It really does not appear to
establish any new requirements.
There is a contradiction between paragraph 2 and paragraph 3. In paragragraph
2
it states that a successor auditor includes an auidtor who "has accepted such
an
engagement", but has not yet communicated. Then in paragraph 3 it says an
auditor "should not accept ... until such commincations... have been
evaluated."
Are you acknowledging in paragraph 2 that you expect auditors to not follow
the
requirement in paragraph 3?
While paragraph 6 states oral commu
ications are acceptable, it does not
n
indicate
any documentation requirement.
I would recommend including a minimum
documentation requirement similar to that in SAS No. 60.
The overall guidance is good and needs to be published - but does not need to
be
a Statement on Auditing Standards.

Author: PC:76171.3252@CompuServe.COM at INTERNET
Date:
4/8/97 11:34 AM
Priority: Normal
TO: Kim Gibson at AICPA3
Subject: Proposed SAS "Communications Between Predecessor and Success
----------------------------------- Message Contents -----------------------Kim,
Some additional thoughts to follow up my previous note.
Reality is that the vast majority of instances where there is a change in
auditors occurs without these communications being made until after the
engagement has been accepted. That is reality now, and it will be after the
revised document is issued. The ASB should consider revisions that accomplish
the intent without creating a potential problem for the practitioner.
The real issue is not WHEN the communication is made, but that they be made.
By
eliminating the first sentence in Paragraph 3 you could make this a document
that would be practical from the "third world" perspective. The first
sentences
in Paragrpahs 8 and 9 would also need to be modified. Stressing that such
communications would be better before accepting an engagement would be
acceptable, but without putting the guidance in terms of "SHOULD".
Some additional practical guidance that the ASB could consider would then be
to
provide an example of a paragraph to include in an engagement letter allowing
withdrawl from or modification of the engagement in the event that information
gathered after obtaining the engagement was indicative of a problem.
Thank you for the opportunity to comment.
Harold Monk

Author: MIME:dpallais@erols.com at INTERNET
Date:
4/11/97 9:36 AM
Priority: Normal
TO: Kim Gibson at AICPA3
Subject: file 4302; comments on SAS 7 revision
----------------------------------- Message Contents
Kim
I think it's important to update SAS No. 7 to recognize the current
environment and I wholeheartedly support the Boards efforts in this
area. This proposal could be a valuable addition to the literature.
But to achieve this, the guidance should be clear and either elevate
practice or reduce diversity. Paragraphs 11 and 12 of the exposure
draft should be clarified for the standard to make a significant
contribution to practice.
Paragraph 11 says, 3The predecessor auditor should ordinarily permit
the successor auditor to review working papers.... The extent, if any,
to which the predecessor auditor permits access to working papers is a
matter of judgment. Valid reasons may lead the predecessor auditor to
decide not to allow a review of some or all of the working papers.2
Under what conditions does the Board foresee a valid reason to deny
access? The paragraph gives no hint. Actually, despite the
apparently clear intent of the first sentence, it permits any course
of action for any reason. I don't think this is meaningful guidance;
it will do nothing to reduce any diversity in practice that now
exists.
Paragraph 12 fails to answer the basic question: How does the
successor auditor obtain evidence about opening balances? As written,
the paragraph can be used to justify any decision--including total
reliance on the predecessor, although I donlt think that was the
Boardls intent. How much reliance can be placed on the predecessorls
work? It is interesting to note that Appendix B indicates the
successorls workpaper review is intended for planning purposes only;
not to provide reliance on the predecessorls work. Thus the ED sends
a very confusing signal about what is expected regarding opening
balances. I think it is critical to clarify this issue.
To elevate practice or provide consistency across the profession,
practitioners need clear guidance on these issues.
Don
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LA. LEG. AUDITOR

From: GROVER AUSTIN at audit
Date: 5/5/97 12x23 PM
Priority: Normal
TO: k9ib0on@aicpa.org at Internet-Gateway
BCC: kpnasact@mis.net at Internet-Gateway
Subject: Proposed SAS-Communications Between Predecessor/Successor
-- --------- — ----------------- Me b sage Contents-----------------Kim Gibson, AICPA
Re: Exposure Draft of Proposed SAS Communications Between
Predecesssor and Successor Auditor

I have reviewed the exposure draft "Communications Between Predecessor
and Successor Auditors” and generally agree with the provisions of the
draft.
Paragraph 3 states that "An auditor should not accept. . ." As a
government audit organization, our audit responsibility is specified
in law. As such, we do not 'accept' clients, but must audit those
entities required by our state Legislature. While we routinely
perform the communications required by the exposure draft, timing of
the communication is not an issue (since client acceptance is not an
alternative). The issue becomes the timing, nature, and extent of the
audit tests to be applied.
I suggest paragraph 11 be strengthened in an effort to have greater
availability of the predecesor auditor’s working papers. The
paragraph states the availability of working papers is a matter of
professional judgement; in practice, it is used as a punitive device
aimed at the successor auditor. We, as a state audit organization
with some oversight of Louisiana government audits, are constantly
mediating disputes between predecessor and successor auditors over
working paper access. At a minimum, I would delete the last sentence
of paragraph 11.
I hope the foregoing comments prove beneficial to the board.

Grover C. Austin
Assistant Legislative Auditor
Louisiana Legislative Auditor
504/339-3869
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Friedman, Goldberg & Mintz, LLC
Certified Public Accountants and Consultants

May 12, 1997

Ms. Kim M. Gibson,
Technical M anager
Audit and Attest Standards, File 4302
AICPA, 1211 Avenue of the Americas
New York, New York 10036-8775

RE: Exposure Draft Concerning Communications Between Predecessor and
Successor Auditors
Dear Ms. Gibson:
Can the final Statement on Auditing Standards do something to address the issue of letters that
predecessor auditors require successor auditors to sign before access is granted to the
predecessor’s workpapers? Perhaps the AICPA can develop an approved standard letter in
which the successor waives claims against the predecessor for liability under theories of
negligence, etc. This is a problem in practice because smaller firms don’t have the legal staff
to draft these letters, to review letters drafted by larger firms and consider the legal
implications of signing those letters (all o f which are different), etc.
I can be reached at:
Ken Goodheart
Friedman, Goldberg & Mintz, LLC
155 Pfmgsten Road
Deerfield, Illinois 60015
Telephone: (847) 374-0400
Fax: (847) 374-0420

' T " Pf'inoitnn Road. Deerfield. IL 6O015 • ^ 4 7) ? ' 74-/74/7<i Fa\ <847} 174-0420 • e-mail f°m@fsmIlc.com

Philip W. Debus, CPA
9250 E. Costilla, Suite 450
Englewood, CO 80112
Other Communications
11. The successor auditor should request the client to authorize the predecessor auditor to allow a
review of the predecessor auditor's working papers. The predecessor auditor may wish to request
a consent and acknowledgment letter from the client to document this authorization in an effort to
reduce misunderstandings about the scope of the communications being authorized4. It is customary
in such circumstances for the predecessor auditor to make himself or herself available to the
successor auditor and make available for review certain of the working papers. The predecessor
auditor should determine those working papers that are to be made available for review and those that
may be copied. The predecessor auditor should ordinarily permit the successor auditor to review
working papers, including documentation of planning, internal control, audit results and other matters
of continuing accounting and auditing significance, such as the working paper analysis of balance
sheet accounts, and those relating to contingencies. Also, the predecessor auditor should reach an
understanding with the successor auditor as to the use of the working papers5. The extent, if any,
to which a predecessor auditor permits access to the working papers is a matter of judgment. Valid
reasons may lead the predecessor auditor to decide not to allow a review of some or all of the
working papers.
SUCCESSOR AUDITOR'S USE OF COMMUNICATIONS
12. The successor auditor must obtain sufficient competent evidential matter to afford a reasonable
basis for expressing an opinion on the financial statements he or she has been engaged to audit,
including evaluating the consistency of the application of accounting principles. The audit evidence
used in analyzing the impact of the opening balances on the current-year financial statements and
consistency of accounting principles is a matter of professional judgment. Such audit evidence may
include the most recent audited financial statements, the predecessor auditor's report thereon6, the
results of inquiry of the predecessor auditor, the results of the successor auditor's review of the
predecessor auditor's working papers, and audit procedures performed on the current period's
transactions that may provide evidence about the opening balances or consistency. For example,
evidence gathered during the current year's audit may provide information about the realizability and
existence of receivables and inventory recorded at the beginning of the year. The successor auditor
also may apply appropriate auditing procedures to account balances at the beginning of the period
under audit and to transactions in prior periods.
13. The successor auditor's review of the predecessor auditor's working papers may affect the
nature, timing, and extent of the successor auditor's procedures with respect to the opening balances
and consistency of accounting principles. However, the nature, timing and extent of audit work
performed and the conclusions reached in both these areas are solely the responsibility of the
successor auditor. In reporting on the audit, the successor auditor should not make reference to the

4An illustrative client consent and acknowledgment letter is contained in appendix A.
5Before permitting access to the working papers, the predecessor auditor may wish to obtain a
written communication from the successor auditor regarding the use of the working papers. An illustrative
successor auditor acknowledgment letter is contained in appendix B.
6The successor auditor may wish to make inquiries about the professional reputation and standing
of the predecessor auditor. See SAS No. 1, Codification o f Auditing Standards and Procedures (AICPA,
Professional Standards, vol. 1, AU sec. 543.10a, "Part of Audit Performed by Other Independent Auditors”).
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e - m a i l : mkelly@mail.state.mo.us

Ms. Kim M. Gibson
Technical Manager
Audit and Attest Standards, File 4302
American Institute o f Certified
Public Accountants
1211 Avenue o f the Americas
New York, N Y 10036-8775
Dear Ms. Gibson:
Enclosed are our comments on the proposed Statement on Auditing Standards titled
Communications Between Predecessor and Successor Auditors.
If you have any questions regarding our comments, please contact Myrana Gibler, Audit
Manager, o f my office at (573) 751-4213.
Sincerely,

Margaret Kelly, CPA
State Auditor
MK/bh
Enclosure

Page 1

COMMENTS - PROPOSED STATEMENT ON AUDITING STANDARDS,
COMMUNICATIONS BETWEEN PREDECESSOR AND SUCCESSOR AUDITORS

We appreciate the opportunity to comment on the proposed Statement on Auditing Standards
(SAS) titled Communications Between Predecessor and Successor Auditors, which will supersede
SAS No. 7 (AICPA, Professional Standards, vol. 1, AU sec. 315) and its Interpretations. We
generally agree with the changes proposed for AU sec. 315, especially:
1.

Revision o f the definitions o f predecessor and successor auditors to reflect current audit
situations (paragraph 2).

2.

Expansion o f the inquiries the successor auditor should make o f the predecessor auditor to
include the predecessor auditor's communications to audit committees (or others with
equivalent authority and responsibility) regarding fraud, illegal acts, and internal control
related matters under AU secs. 316, 317, and 325, respectively (paragraph 9).

3.

Expansion o f the working papers that the predecessor auditor ordinarily should make
available to the successor auditor to include documentation o f planning, internal control, audit
results, and other matters o f continuing auditing significance (paragraph 11).

4.

Incorporation o f the Interpretations o f AU sec. 315 into the proposed Statement (various
paragraphs).

5.

Strengthening o f the language in certain sentences (e.g., the first sentence o f proposed
paragraph 3 versus the first sentence o f current AU sec. 315.03 and the last sentence o f
proposed paragraph 14 versus current AU sec. 9315.09).

Although we have no significant improvements to suggest, we have noted below several
editorial suggestions for your consideration.
paragraph 9, footnote 3 - Separate the items in the series with semicolons since each item has commas
within it, insert a period after ’’vol’’ in lines 2 and 4, and use italics for the last publication title in line
4—that is:
See Statement on Auditing Standards (SAS) No. 82, Consideration o f Fraud in a
Financial Statement Audit (AICPA, Professional Standards, vol. 1, AU sec. 316);
SAS No. 54, Illegal Acts by Clients (AICPA, Professional Standards, vol. 1, AU sec.
317); and SAS No. 60, Communication o f Internal Control Related M atters N oted
in an Audit (AICPA, Professional Standards, vol. 1, AU sec. 325).

Page 2
paragraph 10, lines 2-4 - Separate the items in the series with semicolons since the first item has
commas within it (i.e., "due to unusual circumstances such as impending, threatened, or potential
litigation; disciplinary proceedings; or other unusual circumstances").
paragraph 11, line 9 - For consistency, insert a comma before the last item in the series (i.e., "audit
results, and other matters").
paragraph 12, line 8 - Change "audit" to "auditing" for consistency (e.g., the reference to "auditing
procedures" in line 12 o f the same paragraph).
paragraph 13, line 3 - Consistent with line 2 o f the same paragraph, insert a comma before the last
item in the series (i.e., "the nature, timing, and extent").
paragraph 15, lines 3-5 - Change the second sentence to state, "However, the information obtained
from those inquiries and any review o f the predecessor auditor's report and working papers is not
sufficient to afford a basis for expressing an opinion." A transitional word such as "however" seems
to be needed to better link the first and second sentences. Also, the verb "are" in line 4 does not
agree with the singular subject "information."
paragraph 16, last two lines - Insert the italics omitted from "Professional Standards."
paragraph 20 1.

lines 2-3 - The format of the reference does not seem consistent with that o f similar references
elsewhere (e.g., paragraph 12, footnote 6, and paragraph 21, lines 6-8).

2.

last line - Delete "the" before "application" for consistency with the other items in the series.

paragraph 21, footnote 7 - Consistent with other references, follow "vol" with a period.
paragraph 2, lines 1 and 3, and paragraph 22, lines 2-3 - The method o f enumerating items is
inconsistent between the tw o paragraphs. Paragraph 2 uses numbers enclosed in parentheses, while
paragraph 22 uses lower case letters followed by a parenthesis.
page 12 1.

introductory paragraph, line 2 - Consistent with other references, follow the volume number
o f Professional Standards with a comma.

2.

illustrative letter a.

paragraph 1, last line - Consistent with line 2 o f the same paragraph, insert a comma
after "19X2."

Page 3
b.

paragraph 1 - The client name and references in this letter are inconsistent with those
used in the letter on page 13 (in the first letter, "ABC Enterprises" three times and
"ABC" one time, but in the second letter, "ABC Enterprises, Inc. (ABC)" the first
time, followed by "ABC" thereafter.

page 13 1.

introductory paragraph, line 2 - Consistent with other references, follow the volume number
o f Professional Standards with a comma.

2.

illustrative letter a.

paragraph 1, line 3 - Change "audit" to "auditing" for consistency with references to
such procedures elsewhere.

b.

paragraph 2, line 4 - Change "means" to "mean" to agree with the compound subject
"use" and "assessment."

page 14 1.

second bullet, line 1 - Replace the comma between "testimony" and "litigation" with "or"
since "litigation support services," as well as "expert testimony," is the object o f the verb
"provide," not the second in a series o f three items.

2.

third bullet -

3.

a.

line 1 - Change "audit" to "auditing" for consistency with references to such
procedures elsewhere.

b.

line 3 - Insert a comma after "Inc." since other text follows that abbreviation.

illustrative paragraph a.

line 6 - Replace the comma between "testimony" and "litigation" with "or" and delete
the comma after "services."

b.

line 8 - Change "audit" to "auditing."
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Proposed Statement on Auditing Standards:
Communications Between Predecessor and Successor Auditors

Paragraph 3, second sentence. The word “m a /’ should be changed to “should/7if the auditor has
not evaluated the communications from the predecessor auditor.

Auditor General
State of Florida
C harles L. Lester , C.P.A.
A uditor G eneral
T elephone:

May 23, 1997

904/487-9175
S/C 277-9175

Ms. Kim M. Gibson, Technical Manager
Audit and Attest Standards
File 4302, AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Re: Exposure Draft Communications Between Predecessor and Successor Auditors
Dear Ms. Gibson:
1.

Paragraph 2 defines predecessor auditor as follows: “and (2) has resigned, declined to
stand for reappointment, or been notified that his or her services have been, or may
be, terminated.” It is not unusual for a client to contact a possible successor auditor
and discuss their accepting an engagement before the client notifies the predecessor
auditor o f the possibility o f being replaced. Under this scenario, the client may contact
several possible successor auditors. At this point the client may not want the present
firm to be contacted so as not to injure relations with the current auditor in case the
client decides to retain them.
Paragraph 3 probably covers this situation by stating that the predecessor auditor is to
inform the potential client that acceptance cannot be final until the communications
have been evaluated. However, it might be helpful to make this clearer in the new
standard.

2.

I presume that the last sentence o f Paragraph 11, “Valid reasons m ay lead the
predecessor auditor to decide not to allow a review of some or all o f the working
papers”, would cover a situation where the predecessor felt that he or she had
developed “unique” audit approaches, or particular expertise in a specific industry, and
would not want to share those with a successor auditor. If the AICPA does not
consider that a valid reason for withholding workpapers from a successor auditor, then
perhaps the standard should say so. I recognize that to try to include or exclude in the
standard what constitutes a “valid” reason would open Pandora’s box.

111 W E S T MADISON STR EE T • POST OFFICE BOX 1735 • TALLAHASSEE, FLORIDA 32302-1735
TELEPHONE 904/488-5534 • S/C 278-5534 • FAX 904/488-6975 • S/C 278-6975

Ms. Kim M. Gibson
May 23, 1997
Page 2

The Illustrative Client Consent and Acknowledgment Letter, and the Illustrative
Successor Auditor Acknowledgment Letter, should be helpful.
3.

Page 12 —Illustrative Client Consent and Acknowledgment Letter
Draft letter does not make it clear that copies o f the working papers might be
requested from and allowed by the predecessor auditor. There should be specific
statements to this effect in the letter to ensure that the client is fully aware o f this
possibility.

4.

Page 1 3 — 4th paragraph, first sentence, “We understand that the purpose o f your
review is to obtain information about ABC and our 19X1 audit results to assist you in
planning your 19X2 audit o f ABC.”
Paragraph 9 o f the ED indicates that the “successor auditor should make
specific and reasonable inquiries o f the predecessor auditor regarding matters that will
assist the successor auditor in determining whether to accept the engagement.” The
proposed letter statement on page 13 does not make it clear that these procedures are
to be done prior to finalizing acceptance o f the audit. The sentence on page 13 should
make it clear that the purpose is also to determine whether to accept an audit.

CLL/sd

S tate

of

M ichigan

O ffice of the A uditor G eneral
201 N. W ashington S quare
Lansing , M ichigan 48913
(517) 334-8050
Fax (517) 334-8079

T homas H . M cT avish, C.P.A.
A uditor G eneral

May 19, 1997

Ms. Kim Gibson, Technical Manager
Audit and Attest Standards, File 4302
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Ms. Gibson:
We have reviewed the Exposure Draft (ED) of the proposed Statement on Auditing
Standards, entitled Communications Between Predecessor and Successor Auditors,
and have the following six comments for consideration by the Auditing Standards
Board (Board) in developing the final document.
1.

Paragraph 8, on Page 8 of the ED, states that "The successor auditor should
request permission from the prospective client to make an inquiry of the
predecessor auditor prior to final acceptance of the engagement. Except as
permitted by the Rules of the Code of Professional Conduct, an auditor is
precluded from disclosing confidential information obtained in the course of
an engagement unless the client specifically consents. Thus, the successor
auditor should ask the prospective client to authorize the predecessor auditor
to respond fully to the successor auditor's inquiries. If a prospective client
refuses to permit the predecessor auditor to respond or limits the response,
the successor auditor should inquire as to the reasons and consider the
implications of that refusal in deciding whether to accept the engagement."
To ensure that the successor auditor is fully aware of any limitations that the
prospective client placed on the predecessor auditor's response, we believe
that the prospective client's authorization should be in writing, with a copy
provided to the successor auditor. Therefore, we suggest that the Board
expand Paragraph 8 to include, as a new fourth sentence, "The authorization
by the prospective client should be a written communication, with a copy
provided to the successor auditor."

2.

The second sentence in Paragraph 10, on Page 8 of the ED, states in part
that "...should the predecessor auditor decide, due to unusual circumstances
such as impending, threatened, or potential litigation, disciplinary
proceedings, or other unusual circumstances, not to respond fully to the
inquiries, the predecessor auditor should clearly state that the response is

Ms. Kim Gibson
Page 2
May 19, 1997

limited." Because the successor auditor will consider the implications of a
limited response in deciding whether to accept the engagement, we believe
that the predecessor auditor should be required to provide the reasons why
(e.g., impending litigation) the response is limited. Therefore, we suggest
that the Board expand slightly the last portion of the second sentence in
Paragraph 10 to read "..., the predecessor auditor should clearly state that
the response is limited and the reason(s) for that limitation."
3.

Paragraph 11, on Page 9 of the ED, provides guidance on the successor
auditor's review of the predecessor auditor's working papers. The last
sentence of that paragraph states "Valid reasons may lead the predecessor
auditor to decide not to allow a review of some or all of the working papers."
To provide more complete guidance, we suggest that the Board expand
Paragraph 11 to include specific examples of what it believes to be valid
reasons for prohibiting a review of the working papers.

4.

For consistency with the last sentence in Paragraph 11, we suggest that the
Board revise the last sentence in Paragraph 19, on Page 10 of the ED, to
read "Valid reasons may lead the predecessor auditor to decide not to allow a
review of some or all of the working papers."

5.

The third sentence of Paragraph 20, on Pages 10 and 11 of the ED, states
that "It will always be necessary for the successor auditor performing the
reaudit to make, or observe, some physical counts of inventory at a date
subsequent to the period of the reaudit, in connection with a current audit or
otherwise, and apply appropriate tests of intervening transactions."
Although we realize that the concept of materiality underlies the application
of all professional standards, for clarity we suggest that the Board revise the
first portion of this sentence slightly to read "If inventory is material, it will
always be necessary for the successor auditor performing the reaudit to
make, or observe, some physical counts of inventory..."

6.

Paragraph 23, on Page 11 of the ED, states that "This Statement will be
effective with respect to acceptance of an engagement after December 31,
1997. Early application is encouraged." Because the actual time periods
during which successor auditors consider accepting engagements may vary
considerably, we do not believe it is appropriate to base the effective date of
this Statement on the acceptance of engagements. For example, assume
that a successor auditor considers accepting an engagement in October
1997; however, due to circumstances beyond his or her control, the actual
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acceptance of the engagement is delayed until January 1998. Unless that
successor auditor applied the provisions of this proposed Statement early, he
or she could technically violate professional standards. For this reason, we
suggest that the Board revise Paragraph 23 to read "This Statement will be
effective for considerations made, in anticipation of acceptance of an
engagement, after December 31, 1997. Early application is encouraged."
We appreciate the opportunity to comment on this Exposure Draft. If you have any
questions, or desire further details on our comments, please contact me or Jon A.
Wise, C.P.A., Director of Professional Practice.
Sincerely,

Thomas H. McTavish, C.P.A.
Auditor General

V. L. AULD & ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS
112 FOUNTAIN BEND DRIVE
LAFAYETTE, LOUISIANA 70506
V. L. Auld, C .P A
Van L Auld, C.PA.

Telephone (318) 984-9717
Fax (318) 984-5544

May 28, 1997

Ms. Kim M. Gibson, Technical Manager
Audit and Attest Standards, File 4302
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Ms. Gibson:
RE: Comments to the Proposed Statement on Standards for Auditing Standards,
Communications Between Predecessor and Successor Auditors
Comments follow the respective paragraph numbers in the exposure draft except the summary.
Summary.
First paragraph.
Replace the words predecessor with “Prior” and successor with “Current." The words
predecessor and successor are ostentatious, repeated profusely, and rhyme. It is easier
on the ear and eye to use the contrasting “prior*’ and “current" to preface the auditor.
Third paragraph.
As written:
•

Revises the definition of predecessor and successor auditors to reflect the current
proposal environment found in today’s practice.

Re-written:
•

Revises the definition of prior and current auditors to reflect today’s practice
environment.

Comments: The re-written paragraph simplifies and eliminates the awkward wording “the
current proposal environment found in today’s practice.” Is not “the current proposal
environment” similar to “found in today’s practice”? These phrases are repetitious.
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1.

As written:
The purpose of this Statement is to provide guidance relating to communications between the
predecessor and successor auditors when a change of auditors is in process or has taken
place.
Re-written:
This statement provides guidance on communications between prior and current auditors.
Comments: The original sentence fails to get to the point before you run out of breath. Also,
is it necessary to note a change of auditors is taking or may take place? Since the standard
is about dialogue between auditors, then you can easily infer an auditor switch is coming or
has occurred.

3.

This paragraph fits better as a preface to paragraph 7. Why clumsily have the reader go
forward when the meaning of this paragraph can be placed before paragraph 7.

4.

This paragraph is better as part of paragraph 11. Paragraph 4 says little more then see
paragraph 11.

5.

Similar to paragraph 3, this paragraph is better as part of paragraphs 7-10.

6.

This paragraph follows logically under the heading “Communications Before Successor
Auditor Accepts Engagement," than “Change of Auditors.” The paragraph discusses
communication, not changes.

7.

As written:
Inquiry of the predecessor auditor is a necessary procedure because the predecessor
auditor may be able to provide information that will assist the successor auditor in
determining whether to accept the engagement. The successor auditor should bear in
mind, among other things, the predecessor auditor and the client may have disagreed
about accounting principles, auditing procedures, or similar significant matters.
Re-written:
The prior auditor should be requested to provide information to help decide the acceptance
of an engagement. The current auditor should understand disagreements may have
occurred between the prior auditor and client. These disagreements could be about
accounting principles, auditing procedures, or other significant matters.
Comments: Clear, simple, to the point, and eliminates unnecessary words.
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11.

Breakup this paragraph into bit size chunks. There are at least three paragraphs in no. 11
New paragraphs at sentence four (The predecessor auditor should . . . ) and seven (The
extent. . . ) — then re-write. As written, this paragraph would put the dead to sleep.

12.

Similar to no. 11, however, besides breaking up into paragraphs, the sentences can be
broken into digestible portions. In addition, first sentence, the redundant “auditor must
obtain sufficient competent evidential matter to . . . " can be eliminated, at this point, who
would be reading this stuff other than an auditor? Therefore, no. 11 can start as “The
auditor must evaluate the consistence application of accounting principles."

14-23.

The remaining paragraphs are better than the others. Nevertheless, the improvement is
marginal. For example no. 23,
As written:
This Statement will be effective with respect to acceptance of an engagement after
December 31, 1997. Early application is encouraged.
Re-written:
This statement is effective for all engagements after December 31, 1997. Early application
is encouraged.

Conclusion: This standard does offer good instruction, especially, the rare area of re-audits. I concur
with its adoption.

Van Auld, C.P.A.

1

AICPA
Division for CPA Firms

June 4, 1997

Ms. Kim Gibson, Technical Manager
Auditing Standards
American Institute o f CPAs
1211 Avenue o f the Americas
New York, N Y 10036

Re:

Exposure Draft: Proposed Statement on Auditing Standards, “Communications
Between Predecessor and Successor Auditors”

Dear Ms. Gibson:
One o f the objectives that the Council o f the American Institute o f CPAs established for the Private
Companies Practice Executive Committee is to act as an advocate for all local and regional firms and
represent those firms' interests on professional issues, primarily through the Technical Issues
Committee ("TIC"). This communication is in accordance with that objective.
TIC has reviewed the above referenced exposure draft and is providing the following comments and
suggestions for your consideration.

Working Papers to be Made Available to the Successor Auditor
Paragraph 11 states that the predecessor auditor should ordinarily permit the successor auditor to
review working papers, including documentation o f planning, internal control, audit results and other
matters o f continuing accounting and auditing significance. The majority o f the members o f TIC feel
that the specific list o f working papers that the predecessor auditor should permit the successor
auditor to review should be decided between the auditors based upon the needs o f the particular
situation in which they find themselves, not by the standards. The majority o f the members o f the
committee feel that the entire sentence beginning with, “The predecessor auditor should ordinarily
permit the successor auditor to review working papers, including...” should be deleted.

American Institute of Certified Public Accountants
Harborside Financial Center, 201 Plaza Three, Jersey City, NJ 0 7 3 1 1 -3 8 8 1 (201) 9 3 8 -3 0 0 5 • (212) 3 1 8 -0 5 0 0 • fax (201) 9 3 8 -3 4 0 4

The

. Never Underestimate The Value.

Limited Response from the Predecessor Auditor
Paragraphs 10-11 state that the successor who receives a limited response from the predecessor
auditor should consider its implications in deciding whether to accept the engagement. The members
o f TIC note that in the case where the limitations o f the response do not cause the successor to refuse
the engagement, the successor should consider the effect o f a limited response on the auditor’s report.
For example, a scope limitation might be appropriate. This possibility should be mentioned in the
proposed standard.
Similarly, paragraphs 21-22 indicate that if there is a possible misstatement in the financial statements
reported on by a predecessor auditor, and the successor auditor is not satisfied with the resolution
o f the matter, the successor auditor should evaluate the possible implications on the current
engagement and whether to resign from the engagement. The members o f TIC feel that the situation
might not warrant the successor auditor resigning from the engagement, but the successor auditor
should consider the effect on the auditor’s report. A modified report might be appropriate and should
be offered as a possibility in the proposed standard.

Illustrative Client Consent and Acknowledgment Letter
In Appendix A, there is an illustrative client consent and acknowledgment letter. This illustrative
letter is sent from the predecessor auditor to the client requesting permission to give access to the
working papers to the successor auditor. The members o f H C feel that it would be more appropriate
to have the letter written by the client to the predecessor auditor granting permission to the
predecessor auditor. The onus for this communication should be on the client, not the predecessor
auditor.

Illustrative Successor Auditor Acknowledgment Letter
In Appendix B o f the exposure draft, the first bullet point on page 14, there is suggested language
to be included in the successor auditor acknowledgment letter. The members o f TIC feel that signing
a letter with language such as this would prohibit the successor auditor from explaining to the client
why the successor auditor has to do additional work in the situation where the previous year’s audit
was not done in accordance with GAAS.
Furthermore, what if the successor auditor cannot issue an unqualified opinion on the current year
financial statements due to uncertainties surrounding the opening balances because the successor
auditor believes the previous year’s audit was not done in accordance with GAAS? In this case, the
successor auditor would be prohibited from issuing an unqualified opinion, and also prohibited from
explaining to anyone, including the client, why the opinion was modified.
Nor can the auditor issue an opinion with a scope limitation, because such an opinion would comment
in writing that the predecessor auditor’s engagement was not performed in accordance with GAAS.
2

The members o f TIC do not feel that the Auditing Standards Board should suggest illustrative
language that will so bind the successor auditor.
W e appreciate the opportunity to present these comments on behalf o f the Private Companies
Practice Section. W e would be pleased to discuss our comments with you at your convenience.
Sincerely,

James A. Koepke, Chair
PCPS Technical Issues Committee
JAK:ses

cc:

PCP Executive and PCPS Technical Issues Committees
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Kim Gibson, Technical Manager, Audit and Attest Standards
AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775
Re: Exposure draft of a Proposed Statement on Auditing StandardsE
tblihng
-Client-File

-Establishing an Understanding-with- the

Dear Ms. Gibson:
The New York State Society of Certified Public Accountants is pleased to submit our comments on
the above exposure draft. The comments were developed by the Society’s Auditing Standards and
Procedures Committee.
Additional guidance would be useful to include on how audit risk and materiality decisions might
be different from current year evaluations with regard to such matters as determination of auditing
procedures for opening balances. This could be included in para. 12 or in an additional paragraph if
examples are needed. One example might be that materiality would be higher if opening balances needed to
be substantively tested.
The third bullet in the additional paragraphs on page 14 of the draft, dealing with the auditing
procedures and documentation of the prior auditor is contradictory to the intent of the standard. The
paragraph limits the use of reviewed documentation (on an exception basis) to the use contemplated in the
Standard. The Standard contemplates the successor’s ability to rely on the auditing documentation of the
predecessor io the extent it is avaiiabie and relevant. What is the nature of this kind of limitation and why is
this limitation needed? Has the AICPA’s counsel looked at this?
W e hope these comments will be helpful. If you wish to pursue further any of these issues, please
let us know and we will have someone from the Committee contact you.
V e ry

tru ly

y o u rs,

Julian Jacoby, CP
A
Chair, Auditing Standards
and Procedures Committee

cc: Accounting & Auditing Committee Chairs

W alter M. Primoff, CPA
Director, Professional Programs

.A rthur
A ndersen
Arthur Andersen LLP

June 4,1997
Ms. Kim Gibson
Technical Manager
Audit and Attest Standards
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

33 West M onroe Street
Chicago IL 60603-5385

Dear Kim:
Enclosed is our Firm's Comment Letter on the proposed SAS, Communications Between
Predecessor and Successor Auditors
Very truly yours,

Frank J. Koster

Enclosure

0341t

A rthur
A ndersen
Arthur Andersen LLP

June 4,1997
Ms. Kim Gibson
Technical Manager
Audit and Attest Standards
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

33 West Monroe Street
Chicago IL 60603-5385

Re: File 4302 Exposure Draft of Proposed Statement Communications Between Predecessor and
Successor Auditors

Dear Kim:
This letter contains our comments on the exposure draft.
Principal Comment
We support the proposed standard because of the reasons cited in its Summary.
Other Comments
1. Footnote 1 should indicate that an auditor would not be considered a "predecessor auditor"
if he/she had conditionally accepted an engagement but later declined following the
communications described in paragraphs 7 -1 0 .
2. Paragraph 9, in the third bullet, also could encompass paragraph 12 of SAS No. 61 (AU
380.12) on opinion shopping.
3. Paragraph 9 should require inquiries about the existence of related parties (in accordance
with International Standards on Auditing).
4. Paragraph 12 also should instruct the successor auditor to consider the effect of any
qualified opinion by the predecessor auditor on opening balances.
5. In paragraph 15, the last word of the first sentence ("audit") should be "reaudit."
6. Paragraph 20 discusses procedures to overcome the inability of the successor auditor to
comply with the requirement to observe inventories. The paragraph does not mention
procedures related to verify receivables. This seems to imply that confirmation should be
contemplated in accordance with SAS No. 67 (AU 330.34). The paragraph might be
expanded to clarify the Board's intent regarding receivables.
7. The section on reaudits should contain a reference to Appendices A and B, and those two
appendices should have footnotes covering the principal modifications needed for reaudits.

A rthur
A ndersen
Ms. Kim Gibson
Page 2
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We would be pleased to discuss our comments at your convenience.
Very truly yours,
ARTHUR ANDERSEN LLP
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HAMPSHIRE

Society of Certified
Public Accountants

Kim M. Gibson, Technical Manager
Audit and Attest Standards, File 4302
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
RE:

Response to the following Exposure Drafts:
1.

Proposed Statement on Auditing Standards - Communications
between Predecessor and Successor Auditors

2.

Proposed Statement on Auditing Standards and Statement on
Standards for Attestation Engagements - Establishing
an Understanding with the Client

Dear Kim:
Our Accounting & Auditing Committee did not see any problems with either o f these
documents and wish to be recorded as in agreement with their content and intent. A
general comment would be that they may be ‘helpful’ and offer no material change in the
way practitioners do things.

Marlene Gazda
Executive Director
MG/ams

Three Executive Park Drive • Bedford, New Hampshire 03110 • 603 622 1999 • FAX 603 626 0204

Carter,
Corbin &
Company

June 9, 1997

Kim M. Gibson
Technical Manager
Audit and Attest Standards
File 4302
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

RE: Proposed SAS on Communications Between Predecessor and Successor
Auditors
Dear Ms. Gibson:
Paragraph number 11 of the proposed SAS contains the following sentence: “The
predecessor auditor should ordinarily permit the successor auditor to review working
papers, including documentation of planning, internal control, audit results and other
matters of continuing accounting and auditing significance, such as the working paper
analysis of balance sheet accounts, and those relating to contingencies.”
The purpose of reviewing the predecessor auditor’s working papers is to assist the
successor auditor in determining the nature, timing, and extent of tests to be applied to the
beginning balances in connection with the audit of the next period’s financial statements.
Reviews of the predecessor auditor’s planning documents, internal control documentation,
audit programs, and quality control documents (such as disclosure checklists and other
practice aids) are not necessary to provide the successor auditor with the information
needed for auditing the following period’s Financial statements.
Much of the information in the planning documents, internal control documentation,
audit programs, and quality control documents is the result of considerable effort on the
part of the predecessor auditor. It is unfair to expect the predecessor auditor to give this
information to a successor auditor, especially in a situation where the successor auditor
has obtained the client as a result of underbidding the predecessor auditor. In addition,
each auditor is responsible for making his or her own professional judgements about the
significance of information to use in planning the audit, documenting internal controls,
designing audit programs, and documenting quality control considerations. Another
auditor’s judgements about these matters are not relevant to the successor auditor’s
engagement.

C ertified Public Accountants • C onsultants
Carter. Corbin

Company, p.c . • O ne Columbus C enter. Suite 701 • Virginia Beach, VA 23462 • (757) 497-8100 • Fax (757) 456-5302

Kim M. Gibson
June 9, 1997
Page 2

Additionally, any information the successor auditor needs regarding the decision to
accept the engagement can be obtained through the communication with the predecessor
auditor discussed in paragraphs 7-10, and through the review of the working papers - not
including the planning documents, internal control documentation, audit programs, and
quality control documentation.
I recommend that either the entire sentence discussed above be removed form the
proposed SAS, or at a minimum the phrases “including documentation of planning” and
“internal control” be removed.
Sincerely,
CARTER, CORBIN & COMPANY, P.C.

Allan C. Kitchen

Wolfson, Milowsky
Melzer & Wieselthier, P.C.____________________________________________
Certified Public Accountants

June 11, 1997

Members:
American Institute of
Certified Public Accountants
New York State Society of
Certified Public Accountants

WM
MW

Kim M. Gibson
Technical Manager, Audit and Attest Standards
File 4302
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Re: Exposure Draft
Proposed Statement on Auditing Standards
Communications Between Predecessor and
Successor Auditors

Dear Ms. Gibson:
On behalf of the New York State Society of Certified Public Accountants
Small Sized Firms Practice Management Committee, I am responding to the
exposure draft referenced above.
We do not believe that communication with the predecessor auditor
should be mandatory before accepting the engagement. Predecessor auditors
do not always respond timely to request by the successor auditor.
If the
communication takes place after the engagement is accepted, the successor
auditor can still evaluate the response and determine whether to continue with
the engagement.

Respectfully yours,

Lawrence S. Milowsky, CPA
Chairman, NYSSCPA Small Sized

Firms Practice Management Committee

225 WEST 34th STREET, NEW YORK, N.Y. 10122 • TEL. 212-868-4244

FAX. 212-465-8861

S W E A R IN G E N & S W E A R IN G E N CO.
Certified Public Accountants
8 5 0 0 S T A T IO N S T R E E T • S U IT E 3 9 0
M E N T O R . O H IO 4 4 0 6 0 - 4 9 7 8
2 1 6 /2 5 5 -4 3 0 0 OR 9 5 1 -3 1 1 1
FAX: 2 5 5 -5 0 8 1

June 11, 1997

Ms. Kim M. Gibson, Technical Manager
Audit and Attest Standards
File 4302
American Institute o f CPA’s
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Ms. Gibson:
In regard to the proposed statement on auditing standards, titled Communications Between
Predecessor and Successor Auditors. I agree with the exposure draft except for paragraph 11
which expands the working papers available to the successor auditor. I do not support the
statement that the successor auditor should have access to documentation o f planning, internal
control, and audit results as these are the tools the auditor uses in arriving at assessing the various
risks in the audit and involves auditor judgment. The successor auditor will need to do all these
items in his or her audit in assessing the various audit risks. The professional judgment o f the
predecessor auditor should not be open for review by the successor auditor and therefore this
should be deleted from the exposure draft. This is an area for review by peer reviewers but is not
critical for successor auditors as they need to get involved in these areas themselves.
Yours truly,
SWEARINGEN & SWEARINGEN CO.

Raymond Michalski, CPA
RM/kdc

COMMONWEALTH OF PENNSYLVANIA
GOVERNOR’S OFFICE
HARRISBURG
HARVEY C. ECKERT
DEPUTY SECRETARY FOR COMPTROLLER OPERATIONS

June 11, 1997

OFFICE O F THE BUDGET

Ms. Kim Gibson
Technical Manager
Audit and Attest Standards
File 2138 and File 4302
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Ms. Gibson:
We have reviewed the Exposure Drafts entitled "Proposed Statement on Auditing
Standards and Statement on Standards For Attestation Engagements, Establishing
an Understanding with the Client", and "Proposed Statement on Auditing
Standards, Communications Between Predecessor and Successor Auditors" and
have no comments. We appreciate the opportunity to review these Exposure
Drafts.
If you have any questions, please contact Herbert A. Maguire, Director of the
Bureau of Audits at 717-783-0114.
Sincerely

Harvey C. Eckert

cc:

Herbert A. Maguire

IH I
W ashington
Society
of

June 3, 1997
Kim M Gibson
Technical Manager
Audit and Attest Standards, File 4302
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

C ertified
P ublic

Re:

Proposed Statement on Auditing Standards Communications between Predecessor
and Successor Auditors

A ccountants

Dear Ms. Gibson:
The Accounting, Auditing and Review Standards Committee of the Washington Society of
Certified Public Accounts support the issuance of this exposure draft with the changes
discussed in this letter.
The Committee feels there needs to be clarification of the word “review” or the use of
another word in the context of the exposure draft. Even though used in SAS7, given the
new draft and the expansion of the communication and work papers made available, the
Committee believes the word could be misconstrued or meaning twisted to refer to a
review engagement as opposed to an examination of records.
Page 9, section 11 uses the word review as follows; “The successor auditor should request
the client to authorize the predecessor auditor to allow a review of the predecessor
auditor’s working papers.” We make the implication that the statement means an
examination, but it does not clarify that fact to the client authorizing the procedure.
Thus, the Committee believes the draft should reword the draft to exclude the word
“review” or define its meaning in regards to this exposure draft.
Very truly yours

902 140th Ave. NT.

Accounting, Auditing and Review Standards Committee
Washington Society of Certified Public Accountants

Bellevue, WA
98005-3480
Ph (206)644-4800
Fax (206)562-8853
pe Fax (206)865-0677

Steven Bishop, CPA, Chair
Rick Foster, CPA, Auditing Standards Subcommittee Chair

Deloitte &
Touche llp
Ten W estport Road
P.O. Box 820
Wilton, Connecticut 06897-0820

Telephone: (203) 761-3000
ITT Telex 66262
Facsimile: (203) 834-2200

June 13, 1997
Ms. Kim Gibson
Technical Manager
Audit and Attest Standards
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Re: File 4302
Dear Ms. Gibson:
We are pleased to comment on the Proposed Statement on Auditing Standards,
Communications Between Predecessor and Successor Auditors.
We support issuance o f the proposed Statement and believe the expanded communication
requirements, which a number o f firms had already been operating under, are appropriate for
today’s environment. However, we do offer the following comment for consideration.
We do not believe that the proposed Statement clearly articulates what constitutes audit
evidence. Paragraph 12 states in part, “Such audit evidence may include . . .th e results o f the
successor auditor s review o f the predecessor auditor’s working papers.” Although the extra
words were intentionally included in the example, we do not believe that such phrase clearly
states that the predecessor auditor’s working papers are not audit evidence, particularly when
the two prior examples o f audit evidence provided are “the most recent audited financial
statements” and “the predecessor auditor’s report thereon.” Accordingly, we believe that the
proposed Statement should be clarified for the difference between “the results o f the review”
and the predecessor auditor’s working papers by adding a footnote to define or provide
examples o f what constitutes “the results o f the successor auditor’s review.” For example, a
footnote might read:
Results o f the successor auditor’s review o f the predecessor auditor’s working papers may
include, among other things, identification o f aging reports upon which the accounts
receivable allowance was based or inventory usage reports upon which the allowance for
excess inventory was based and related formulas that are consistent with the reports and

formulas used by the client in the current year, identification of significant fixed asset
additions late in the prior year that significantly increase depreciation expense in the
current year, and identification o f reconciling items in the opening balance sheet accounts
DeloitteTouche
Tohmatsu
International

June 13, 1997
Ms. Kim Gibson
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that may affect the current year financial statements. In situations in which the predecessor
auditor was replaced while an audit was in process, the successor auditor may identify
inventory cutoff information, test counts, and other information that the predecessor
auditor obtained at the client’s physical inventory that the successor auditor would test in
performing an audit (or reaudit— see paragraph 14) o f the financial statements.
The attachment to this letter contains editorial comments for your consideration. Please
contact John Fogarty at (203) 761-3227 if you wish to discuss our comments.
Sincerely,

June 13, 1997
Ms. Kim Gibson
Page 3

EDITORIAL COMMENTS
Paragraph 1
The applicability o f the standard described in the last sentence o f paragraph 1 is unclear.
Depending on the Auditing Standards Board’s intention, we believe that such sentence should
be revised to read as either:
This Statement applies whenever an independent auditor is considering accepting an
engagement to . . . , and after such an auditor has been appointed retained to perform such
an engagement.
This Statement applies whenever an independent auditor is considering accepting an
engagement to . . . , or and after an auditor has been retained to perform such an
engagement.
Paragraph 2
Similar to our comment above, we believe the last sentence o f paragraph 2 should be revised
to read as follows:
The term successor auditor refers to an auditor who is considering accepting an
engagem ent. . . , or and to an auditor who has accepted such an engagement.
Paragraph 3
The first sentence o f paragraph 3 (“An auditor should not accept an engagement until the
communications described in paragraphs 7 through 10 have been evaluated”) appears to
conflict with the last sentence o f paragraph 2, which states that this Statement applies to an
auditor who has accepted an audit engagement.
Paragraph 4
The phrase “may attempt these other communications” sets a negative tone to the action; we
recommend that the phrase “may initiate these other communications” be used.
Paragraph 6
As paragraph 5 discusses accepting an engagement “subject to the evaluation o f the
communication,” we believe the last sentence o f paragraph 6 should refer to ultimate
acceptance. For example: “This obligation applies whether or not the successor auditor
ultimately accepts the engagement.”

June 13, 1997
Ms. Kim Gibson
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Paragraph 9
We believe that the word “facts” in the first bullet o f paragraph 9 should be replaced with the
word “matters” as only the predecessor auditor would be able to determine what is a known
fact.
Paragraph 15
We recommend that the phrase “in planning the audit” in the first sentence o f paragraph 15 be
replaced with “in planning his or her audit” to more clearly indicate that it is the reaudit that is
being referred to and not the predecessor’s audit.
Appendix A
The illustrative letter uses “ABC” in one instance without defining ABC Enterprises as
“ABC,” as was done in the Appendix B illustrative letter. We recommend that consistent
treatment be applied within the letter, and subsequent references to ABC Enterprises be
replaced with “ABC”; alternatively, the single reference to ABC may be replaced with “ABC
Enterprises.”

EXPOSURE DRAFT PROPOSED STATEMENT ON AUDITING STANDARDS
COMMUNICATIONS BETWEEN PREDECESSOR AND SUCCESSOR AUDITORS
JU N E

13,

1997

Comments by: Louisiana Society of CPAs
Auditing and Accounting Standards Committee
Al Roevens
Keith Besson
John Cameron
James Campbell
Judson McCann, Jr.
Van Auld
Mary Sanders
Response submitted by: Mary Sanders
The committee was in general agreement that the exposure draft offered
good guidance and instruction in this area. However, the committee did
have the following comments.
General Comments: One committee member had the following comments. Would
1 ike to see more specific guidance on the type of workpapers the
predecessor should provide.
Guidance on the potential course of action
the successor should take if the predecessor is not willing to disclose
the necessary information. More detailed guidance on the predecessor's
responsibility in providing workpapers. Discussion of who is the owner
of the workpapers and what the client's rights are in relation to those
workpapers.
General Comment: One committee member felt that the words predecessor and
successor should be replaced with the words "prior and current".
General Comment: One committee member would like to see guidance on the
predecessor auditor's responsibility, if any, if not contacted by the
successor auditor.
Paragraph l; One committee member thought the first sentence should be
re-written as such "This statement px-ovides guidance on communications
between prior and current auditors."
Paragraph 3: One committee member thought that the wording "may wish"
should be more specific.
One committee member felt that this paragraph
would fit better as a preface to paragraph 7.
Paragraph 4 and 5: One committee member thought that paragraph four would
be better ag part of paragraph 11 and paragraph five would be better as

part, of paragraphs seven through ten.
Paragraph 6: One committee member thought this paragraph should come
under the heading "Communications Before Successor Auditor Accepts
Engagement" rather than under "Changes of Auditors".

Paragraph 7: one committee member thought that this paragraph should be
rewritten as such “The prior auditor should be requested to provide
information to help decide the acceptance of an engagement. The current
auditor should understand disagreements may have occurred between the
prior auditor and Che client.
These disagreements could be about
accounting principles,
auditing procedures,
or other signigicant
matters."
Paragraph 9: One committee member felt that "Matters subject to inquiry
should include" Specific accounting policies in which there in no
authoritative guidance or questionable accounting policies which may be
departures from GAAP. Another committee member thought that the inquiry
concerning integrity of management should be removed as one of the
matters subject to inquiry. The predecessor auditor should not be placed
in such a position that may cause potential litigation from management.

Paragraph 10: One committee member felt that if the predecessor auditor's
response is limited, the response should be written.
Paragraph ll and 19: Two committee members felt that there is
inconsistency in the last sentence of both paragraphs in regards to the
non-allowance of review of some or all of the working papers. Is it some
or all?
Also, would like the standard to expand on what is considered
valid reasons by either definition or examples.
One committee member
would like to know the course of action that is available to the
successor auditor if ho or she does not feel that the predecessor auaitor
is responding fully for non valid reasons.
Another comment made was concerning the inclusion of the documentation
of planning, internal control and audit results (?) in the working papers
available
for review.
What continuing accounting and auditing
significance is accomplished by making these types of working papers
available.
It was not felt that the predecessor auditor should perform
procedures that are the responsibility of the successor auditor.
Another committee member thought that this paragraph should be broken up
in more than one paragraph (possibly three). New paragraphs at sentence
four and seven.
(
Paragraph 12: The third sentence ends "or consistency" which one
committee member thought might be found unclear and possibly confusing.
Another committee member that this paragraph needed to be broken up in
in more than one paragraphs.
Also, this member felt that the first
sentence be rewritten as such "The auditor must evaluate the consistence
application of accounting principles."

, have the following comments on the Exposure Draft: Communications Between Predecessor and Successor Auditors.
Paragraph 3:
There seems to be too fine a line being drawn between proposing on an engagement and acceptance of an engagement.
Paragraph 3 says an auditor may propose on an engagement before communicating with the predecessor auditor but cannot
accept the engagement until the communications required in paragraphs 7 -1 0 have been made.
Typically, in the governmental arena, requests for proposals are solicited from interested parties, and the audit is
awarded to the lowest qualified bidder, in normal situations, the proposal by the auditor and acceptance by the governmental
entity of that proposal would preclude the proposing auditor from later stating that her or she would not "accept" the
engagement. In Louisiana, a real case could be made that the refusal of the low proposer to accept the audit would subject
him or her to payment of the difference in proposed fees between the low bid and the next highest proposal.
SAS No. 7 really gives no guidance on this matter, simply talking about communications to be made before
acceptance. In practice, I think that most of these communications are made AFTER acceptance of the engagement,
regardless of what SAS 7 says. But I don't think paragraph 3 of the proposed standard does much more than confuse the
issue. It can be presumed that a proposing auditor would inspect certain of the potential client's records, including the most
recent auditor's report and communications of internal control deficiencies, prior to making a proposal. Based on this
inspection and inquiries of the potential client, the proposing auditor makes a decision, prior to making the proposal, that he
or she would be willing to perform the requested audit. The SAS 7 communications then provide additional information used
by the successor in planning and performing the subsequent audit.
It seems to me that several things need to be done with paragraph 3:
(1) There needs to be a definition of what constitutes "acceptance" of an engagement. If the Task Force and the
Board are unable to come up with such a definition, then the entire standard should be re-examined to determine whether the
guidance pertaining to actions prior to "acceptance" should be changed to "prior to performance".

(2) If the first two sentences of paragraph 3 are not changed, then the last sentence of that paragraph should be
changed to mandate inclusion in proposals a sentence that conditions the acceptance on evaluation of the required
communications with the predecessor auditor.
Frankly, I think the Board is trying to mandate a timetable for communication with the predecessor auditor that is
unrealistic and that is not what is happening in current practice, I think there should be such a communication, which often
does not happen at all. But if a fool proposes on an audit or reaudit without thoroughly checking out the prospective client and
their accounting system, then shame on them. They deserve any subsequent "bombs" from the communications with the
predecessor auditor.
Paragraph 9:
Although I realize that inquiries about "facts that might bear on the integrity of management" are included in SAS 7 (when
clients were not so prone to sue), it is much more usible in the proposed standard, and I question whether such inquiries
should be continued. In this litigious society, a predecessor auditor is not likely to tell the successor auditor that
management has no integrity. In fact, a lack of integrity on the part of management might be the reason the predecessor has
withdrawn from the engagement, in which case it would be covered in the bullet on the predecessor's understanding as to the
reasons for the change in auditors. Other problems with management would presumably be covered in the second or third
bullet of the proposed standard.
With a laundry list like this, you can be assured that every letter to a predecessor auditor will list "facts that m ight bear
on the integrity of management" as one of the items on which information is requested. This puts the precedessor in a rather
dangerous position. Does he or she tell the successor their true feelings about the integrity of management (and risk being
sued)? Does the predecessor simply decline to respond to that particular inquiry? Or does the predecessor respond
inappropriately, or In other words, lie?
Paragraph 11:
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Why should the predecessor auditor ordinarily permit the successor auditor to examine working papers pertaining to
documentation of planning and internal control? These items were NOT included in SAS 7 and I don't think they should be
included here. Planning is an individual matter; it has to be done for every engagement. And what the predecessor did in
planning should have no influence on what the successor does. Included in the planning working papers would be such things
as audit programs, assessment of audit risk and. now, the assessment of the possibility of fraud. In the governmental audit,
planning would Include risk assessment on the governmental programs, selection of samples, etc.
In my own experience, we lost a governmental engagement to a competitor due to a low bid situation. The competitor
asked to see ALL of our working papers, including our risk assessments. Although we were quite willing to make available to
them information pertaining to "matters of continuing accounting and auditing significance", as desribed in both SAS 7 and the
proposed standard, we refused to make available to them working papers dealing with risk assessments, selection of
samples and other similar matters that they would have to do on their own. Quite frankly, we felt that the successor was
going to depend on us to "train" them in how to do the engagement.
That should not be the purpose of successor/predecessor communications. The list included in AU 315.09 should be
quite sufficient. Therefore, I would strongly recommend deletion of "documentation of planning, internal control" .
Finally, 1am not quite sure what "audit results" means. Would that mean the summary of confirmation work, inventory
exceptions, compliance work? Surely, none of these should have much bearing on the work to be done in the succeeding
audit. If you leave this rather general term, then there should be some clarification of what "documentation of audit results"
encompasses.
Appendix B, fourth paragraph;
Presumbly, "working papers that provide factual information about ABC" would pretty much include ALL of the working
papers on ABC for the prior year. This first sentence Is really not needed. It can quite easily be deleted, and the next
sentence changed to read: "You agree to subject any copies or information otherwise derived from our working papers . . . "

Although I well understand the need to "beef up" SAS No. 7, I am afraid that the proposed standard may set up performance
requirements that are unrealistic and that will not be adhered to in practice - with the resulting problems In peer reviews.
George A . Lewis
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Ms. Kim M. Gibson, Technical Mgr..
Audit and Attest Standards, File 4302
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Ms. Gibson:
On behalf o f the State o f New Jersey, Office o f the State Auditor we appreciate the opportunity
to respond to the Statement on Auditing Standards Exposure Draft Communications Between
Predecessor and Successor Auditors. We generally agreed with the ED and believe it will
provide practical guidance. However, we offer the following comments for Board consideration.
The definition o f predecessor auditor in Paragraph 2 should be expanded to include
circumstances where the client may be reaching out for a successor auditor, but has not yet
disclosed such fact to the ’’current predecessor" auditor. This can create the condition in
Paragraph 5 where multiple "successor auditors" may exist. It is also quite possible that the
client will not want the potential successor auditor to contact the "current predecessor" auditor at
this point. This would provide another example for the guidance presented in paragraph 3 which
states "an auditor may wish to advise the prospective client.... that acceptance cannot be final
until the communications have been evaluated.
Paragraph 6 allows communication between the predecessor and successor auditors to be either
written or oral. We recommend that the Board add a phrase that the communication be
preferably in writing to avoid potential misunderstandings.
The last sentence o f paragraph 11 states, "Valid reasons may lead the predecessor auditor to
decide not to allow a review o f some or all o f the working papers." To provide more complete
guidance, we recommend that the Board include specific examples o f what it believes to be valid
reasons for prohibiting a review o f the working papers.
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The draft letter in Appendix A does not make it clear that copies o f the working papers might be
requested from and allowed by the predecessor auditor. There should be specific statements to
this effect in the letter to ensure that the client is fully aware o f this possibility.
Appendix B provides a sample successor auditor acknowledgment letter. The fourth paragraph
o f the letter deals with copying, retention and use o f the predecessor's working papers. We feel
the third sentence o f the paragraph which states; "Furthermore, in the event o f a third-party
request for access to your working papers prepared in connection with your audits o f ABC, you
agree to obtain our permission before voluntarily allowing any such access to our working papers
or information otherwise derived from our working papers, and to obtain on our behalf any
releases that you obtain from such third party." We believe this language could be very
cumbersome for the successor auditor and would be unnecessary under normal circumstances.
We recommend that this sentence be deleted.
We appreciate the efforts the Board is making on this project and for providing us this
opportunity to present our comments. Should you have any questions regarding our response
please call me at (609) 292-1897.

Thomas R. Meseroll, CPA
Technical Director
TRM/dst
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Dear Ms. Gibson:
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The Auditing and Accounting Standards Committee (the “Committee”) o f the
New Jersey Society o f Certified Public Accountants (“NJSCPA”) is pleased to
submit its comments on the AICPA’s Proposed Statement on Auditing Standards
entitled Communications Between Predecessor and Successor Auditors
(Exposure Draft). The views expressed in this letter represent the majority o f a
quorum o f the members o f the Committee and are not necessarily indicative o f the
fiill membership o f the NJSCPA.

Donald E. C heatle
Ford, Scott, S eidenburg
& Kennedy

Kathleen M. C layton
Moore S tephens, P.C.

In summary, the Committee is supportive o f a standard that will increase
cooperation between predecessor and successor auditors.

W illiam M. Collister
Gingras, Collister,
Babinski & Co.

J ohn A. D emetrius

The following are specific comments regarding the Exposure Draft:
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Eric G. Koch

1. We believe that Appendix B, Page 14 is not workable, because it
unreasonably constrains a successor’s communications with his or her client.
For example, as a result o f reviewing the prior auditor’s working papers, a
successor may discover a GAAS deficiency that would require significant
additional work to verify opening balances. The successor must be able to
discuss the problem candidly with the client if the client is to be persuaded to
pay for the additional work.
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2. We believe that the permission from the client to make the inquiry discussed
on Page 8, Paragraph 8 should be in writing.

Ms. Kim M. Gibson
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3. The acceptance process is often less extensive and less formal for non-public clients. Therefore,
we believe that communications with predecessor auditors should be permitted to be post
acceptance for non-publicly-held clients.
4. In addition to the above, we suggest the following editorial changes (underlined):
th
a. Summary, 5 bullet - “The ASB believes that it is in the public interest for successor
auditors to have greater access to predecessor working papers...”
b. Page 8, Paragraph 8 - “Thus, the successor auditor should ask the prospective client to
authorize, in writing, the predecessor...”
c. Page 9, Paragraph 12 - Move footnote 6 to Paragraph 9 -w hich addresses matters to be done
before accepting the engagement.
d. Page 10, Paragraph 14 - “In making the inquiries described in paragraph 7, the successor
auditor should...”
e. Page 10, Paragraph 15 f.

. .are not sufficient by themselves to afford...”

Page 10, Paragraph 1 9 - “ .. .may lead the predecessor auditor to decide not to allow a review
o f some or all o f the working papers.

g. Page 10, Paragraph 20 - “ tests o f intervening transactions, to obtain satisfaction as to the
quantities and physical condition o f the inventories. Appropriate procedures also m ay... ”
h. Page 14, last paragraph - “ .. .orally or in writing to anyone outside your firm as a result...”
We would be pleased to discuss our comments with the Board or its staff.
Very truly yours,

John A. Fazio, CPA, Chairperson
Auditing and Accounting Standards Committee
JA F :jrw

cc: Kenneth W. Moore, CPA, President
Daniel J. Meehan, CPA, President-Elect
William M. Collister, CPA, Trustee
John A. Demetrius, CPA, Trustee
Joseph F. Scutellaro, CPA, Trustee
Merryl A. Bauer, Executive Director
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Ms. Kim M. Gibson , Technical Manager
Auditing Standards Division
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, New York 10036-8775
Re: File 4302
Proposed Statement on Auditing Standards
Communication between Predecessor and Successor Auditors
Dear Ms. Gibson:
KPMG Peat Marwick llp agrees with the guidance contained in the Auditing Standard
Board’s proposed statement on auditing standards, Communications Between
Predecessor and Successor Auditors. Presented for your consideration is our comments
on the exposure draft.
•

In paragraph 11, we are concerned with the lack o f practical guidance for the
practitioner to use in determining what are valid reasons for a predecessor auditor
not allowing the successor auditor to review the working papers . We suggest that a
sentence be added to Paragraph 11 that would list some valid reasons. Such reasons
may include, but are not necessarily limited to, impending, threatened, or potential
litigation, disciplinary proceedings, refusal o f the successor auditor to sign a
successor auditor acknowledgment letter, or other valid business reasons such as
non-payment o f fees.

KPMG Peat Marwick llp

Page 2
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We also suggest providing guidance in situations where auditors elect to review the
working papers o f participating auditors. Practice is diverse among professionals
regarding the communication between principal and other auditors. The situation in
which the principal auditor decides not to make reference to the audit o f other auditors is
similar to a reaudit at discussed in paragraphs 14 through 20, and may necessitate access
to and review o f other auditor working papers. Additional guidance will assist in more
uniform practices.
Very truly yours,

KPMG Peat Marwick llp
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Ms. Kim M. Gibson, Technical Mgr..
Audit and Attest Standards, File 4302
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Ms. Gibson:
The AICPA Auditing Standards Board has issued an exposure draft "Communications between
Predecessor and Successor Auditors" for general comment. I have reviewed the exposure draft
and my comments follow.
Paragraph 6 allows communications between the predecessor and successor auditors to be either
written or oral. I suggest communications between the both auditors be preferably in writing.
This would alleviate any misunderstandings because o f the nature o f oral communication.
Appendix B illustrates a paragraph to be inserted in the Successor Auditor Acknowledgment
Letter for the predecessor auditor to grant broader access to their working papers if given
additional assurance by the successor auditor concerning the use o f the working papers. I

disagree with the inclusion of this paragraph to gain broader access to working papers. The tone
o f the paragraph implies the blackmailing o f the successor auditor by the predecessor to gain
broader access to working papers. We'll let you look at the working papers but you can't say
anything derogatory about them. It suggests that the predecessor auditor does not have
confidence in their working papers, in that, the successor will find something wrong with the
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working papers. If the audit was performed in accordance with generally accepted auditing
standards, the predecessor auditor should have no qualms with letting the successor auditor look
at the working papers.
If you have any questions regarding this response, please contact me at (609) 777-2889.
Respectfully submitted

Anthony J. Glebocki, CGFM, CPA
Technical Staff Manager

AJG/dst

300 Atlantic Street
P.O. Box 9316
Stamford. CT 06904
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Ms. Kim Gibson
Technical M anager
Audit and Attest Standards
File 4302
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, New York, 10036-8775
Dear Ms. Gibson:
Exposure Draft
Communications Between
Predecessor and Successor Auditors

We are pleased to have this opportunity to comment on the Auditing Standards Board's
Exposure Draft o f the proposed Statement on Auditing Standards and Statement on
Standards for Attestation Engagements, "Establishing an Understanding with the Client,"
which we approve.
Sincerely yours,

Coopers & Lybrand L.L.P,

Coopers

101 Hudson Street
Jersey City, NJ 07302

telephone (201) 521-3004
facsimile (20 1 )521-3020

&Lybrand
a professional service firm

June 16, 1997
Ms. Kim M, Gibson
Technical Manager, Audit and Attest Standards
File 4302
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Ms. Gibson:
We support the issuance o f the proposed Statement on Auditing Standards, Communications
Between Predecessor and Successor Auditors. In particular, we commend the Auditing
Standards Board for expanding the working papers ordinarily made available to the successor
auditor by the predecessor auditor to include matters o f continuing audit significance, and for
providing sample letters to clarify important matters between the predecessor auditor and the
client and successor auditor.
Within the context o f overall support, we have the following suggestions for improvement in the
Statement. None o f these should be considered major comments, and all are offered in the
interest o f enhancing the clarity o f the document.
Paragraph 5 - This sentence should be clarified as follows, "...until an successor auditor has been
selected by the prospective client and has accepted the engagement subject to..."
Paragraph 6 - The last two sentences in this paragraph should be deleted. As stated, they would
preclude the successor auditor from discussing information obtained from the predecessor with
the prospective client, and would preclude the predecessor auditor from discussing any
information with the former client. Since confidentiality o f client information is already covered
by the Code o f Professional Conduct, it should not be necessary to reinforce it in this statement.
Paragraph 10 - The p h rase", on the basis o f known facts,” should be removed from the first
sentence. This phrase may deter open, candid discussions between predecessor and successor
auditors, by limiting the matters discussed to only provable facts — counter to the objectives o f
this Statement.
Paragraph 11 - The fifth sentence should be clarified as follows, "...the successor auditor to
review certain working papers, including documentation o f p la n n in g , audit p r o g r a m s , in te rn a l
control, a u d it re s u lts and other matters o f continuing accounting and auditing significance, such as
working paper analyses o f balance sheet accounts, and-these-rekrting-to contingencies, key au d it
issues and u n ad ju sted differences, and conclusion m em oranda." We see no reason to
distinguish between planning documentation and audit programs. Also, w e believe that analyses
Cooper® S Lybrand L.L.P. is a member of Coopers a Lybrand International, a Hmrted liability association incorporated in Switzerland.

o f key audit issues and unadjusted differences, and conclusion memoranda, are important for
planning the succeeding engagement.
If you have any questions regarding our comments, please contact James S. Gerson at
(201)521-3004.
Very truly yours,

Coopers a Lybrand L L P . Is a member of Coopers & Lybrsnd International, a limited liability association Incorporated In Switzerland
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June 13,1997
Kim M. Gibson
File 4302
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Ms. Gibson:
We are pleased to comment on a proposed Statement on Auditing Standards, "Communications
between Predecessor and Successor Auditors." We support this standard with some minor
revisions.
1. In paragraph 8, the last sentence should clearly indicate the successor auditor's inquiries are
of the prospective client in this circumstance, not of the predecessor auditor.
2. In paragraph 9, it is unclear whether the internal control related matters are reportable
conditions or are any internal control comments, no matter how minor, are to be
communicated. Since this section discusses what "should" be subject to inquiry, we suggest
that the required inquiry be limited to reportable conditions.
3. In paragraph 11, revise the sentence discussing what the predecessor auditor ordinarily
should permit to be reviewed. Experience is that some predecessor auditors have limited
review of workpapers to those of only "continuing accounting" significance, or have
decided to provide unlimited access to some categories of firms but no access to other firms,
or have decided that many of their workpapers are proprietary and thus not available.
Thus, in practice workpaper access has often not included planning or internal control work
in many cases and not included many other workpapers in other cases.
To reverse the approach now used in practice, the revision to this sentence in this standard
should more clearly indicate that access ordinarily should be allowed to planning, to
internal control, to audit results, and if there are other matters of continuing significance, to
those other matters also. Otherwise we believe that some firms will use the wording of this
sentence in the proposal to ordinarily deny access to planning, internal control, and related
items, since they will not deem those audit areas to be of "continuing accounting and
auditing significance."
4. In paragraph 20, the discussion about "always necessary" to have an inventory observation
should be revised to reflect the fact that not all entities have inventories.

CROWE, CHIZEK AND COMPANY LLP
330 EAST JEFFERSON BOULEVARD POST OFFICE BOX 7 SOUTH BEND, INDIANA 46624 219.232.3992 FAX 219.236.8692

A m em ber of H orw ath International
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5. In paragraph 20, the last sentence appears to indicate that appropriate procedures include
all three of the types of procedures listed. We suggest replacing the "and" with an "or" to
allow judgmental selection of what might be sufficient.
Direct any questions to Jim Brown.
Very truly yours,

Crowe, Chizek and Company LLP

=!iErnst & Yo u n g llp

1300 Huntington Building
925 Euclid Avenue
Cleveland, Ohio 44115-1405

a Phone: 216 861 5000
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Ms. Kim M. Gibson, Technical Manager
Audit and Attest Standards, File 4302
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, New York 10036-8775

Proposed Statement on Auditing Standards
Communications Between Predecessor and Successor Auditors
Dear Ms. Gibson:
Ernst & Young LLP generally supports the issuance o f the above referenced proposal to
supersede Statement on Auditing Standards No. 7, Communications Between Predecessor and
Successor Auditors, and its Interpretations. We believe that, for the most part, the exposure draft
provides improved guidance relating to communications between predecessor and successor
auditors when a change o f auditors has taken place or is in process. However, we have the
following comments that we believe should be reflected in the final document.
• Paragraphs 1, 2, 3, 7, and 11— These paragraphs, among other things, define predecessor and
successor auditors, discuss the successor auditors’ responsibilities to inquire o f the
predecessor auditors in considering whether to accept an engagement to perform an audit, and
provide guidance on reviewing a predecessor auditors’ working papers. These paragraphs,
however, do not address situations where auditors are considering accepting an engagement to
perform an audit for an entity whose financial statements in the prior year were either
compiled or reviewed in accordance with the Statements on Standards for Accounting and
Review Services. We believe that, in this situation, inquiry o f the predecessor accountants and
review o f the predecessors’ working papers may provide useful information to the successor
auditors. Accordingly, we suggest that a footnote be added to paragraph 2 after predecessor
auditor to expand the definition o f a predecessor auditor, as follows:
For purposes o f this Statement, a predecessor auditor also may include a predecessor
accountant who has either compiled or reviewed the financial statements o f the entity for
the prior year or for a period ended within twelve months o f the date o f the financial
statements to be audited by the successor auditor.
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Ms. Kim M. Gibson, Technical Manager
American Institute o f Certified Public Accountants

• Paragraph 9— We disagree with the proposed change from AU 315.06 relating to inquiries
that the successor auditors should make. Currently AU 315.06, in describing certain inquiries
by the successor auditors, provides that the successor auditors’ inquiries “should include
specific questions regarding ....” The comparable guidance in the exposure draft does not
require successor auditors to make any particular inquiries, but rather identifies certain items
as “matters subject to inquiry.” We strongly believe that this proposed change represents a
weakening o f the current standard, and suggest that the stronger (imperative) language now in
AU 315.06 be retained.
The appendix to this letter includes certain additional comments for improving the exposure
draft.
We would be pleased to discuss our comments and recommendations with members o f the
Auditing Standards Board or its staff.

Sincerely,

Appendix
Page 1
Reference

Paragraph 1

Regarding the applicability o f this proposed standard, we do not believe that the
Board intended that the proposed standard apply to first-time audits o f an entity
or to situations where the entity has gone several years without an audit (see
comment on paragraph 2). Consequently, we suggest that the existence o f a
predecessor auditor be added as a condition o f applicability.
This Statement applies whenever there is a predecessor auditor and an-4ndependent
successor independent auditor is considering accepting an engagement to audit or reaudit
(see paragraph 14 of this Statement) financial statements in accordance with generally
accepted auditing standards, and after an auditor has been retained to perform such an
engagement.

Paragraph 2

This paragraph defines a predecessor auditor as “an auditor who (1) has
reported on the most recent audited financial statements or was engaged to
perform but did not complete an audit o f any subsequent financial statements
and (2) has resigned, declined to stand for reappointment, or been notified that
his or her services have been, or may be, terminated.” Neither this definition nor
the definition currently in AU 315.01 provides any limitation on the time frame
for being a predecessor auditor.
Consider the situation where a company has had audited financial statements in
the past, but has gone several years without an audit. Literal application o f the
standard could lead to someone being seen to have violated the standard because
he or she had not talked to an auditor who was last involved a number o f years
before. We believe that, at some point, the successor auditor’s communications
become meaningless, and the standard becomes a trap for the unwary. We
suggest that the definition o f a predecessor auditor be revised to impose a
limitation on the time frame in which an auditor is considered a predecessor
auditor. In these situations, we believe that the standard should leave the
determination o f whether the successor auditor needs to communicate with the
predecessor auditor to the successor auditor’s judgment. Accordingly, we
suggest that a footnote be added after the words most recent audited financial
statements in the first sentence, as follows:
When the "most recent audited financial statements” cover a period and/or are as of a date
that is more than three years earlier than the earliest financial statements that the successor
auditor would be engaged to audit, the successor auditor exercises his or her professional
judgment in determining whether the communications described in this Statement would be
meaningful. Factors to consider might include: whether the prior auditor continued to be
involved with the entity and the nature and extent of the changes in the entity’s
management and business during the intervening period.
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Dear Ms. Gibson:
We appreciate the opportunity to comment on the proposed Statement on Auditing Standard
(SAS), Communications Between Predecessor and Successor Auditors. We support the issuance
o f the proposed SAS by the AICPA Auditing Standards Board and submit the following
comm ents for the Board’s consideration:

1.

Paragraph 4 should emphasize that the other communications between the successor and the
predecessor ordinarily should occur prior to or in conjunction with the successor’s planning
o f the audit.

2.

The penultimate sentence o f paragraph 20 should be revised to indicate that making, or
observing test counts, depends upon the significance o f the inventory.

If you should have any questions on any o f the matters discussed in this letter please contact
Mr. John L. Archambault at (312) 565-4731.

Grant Thornton LLP
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On behalf o f the National State Auditors Association (NSAA), we appreciate the
opportunity to respond to the exposure draft (ED) on the proposed Statement on
Auditing Standards (S AS), Communications Between Predecessor and Successor
Auditors. The following comments are based on the individual responses we
received and are not intended to represent the views o f all individual members.
Individual state auditors are encouraged to comment separately.
We generally agree with the ED and believe it will provide useful guidance in
practice. We are particularly pleased with the’
•
•

RICHARD L. FAIR
State Auditor
New Jersey

•

•
•

revision o f the definitions o f predecessor and successor auditors to reflect
current audit situations (paragraph 2).
expansion o f the inquiries the successor auditor would make o f the
predecessor auditor to include the predecessor auditor’s communications
to audit committees regarding fraud, illegal acts, and internal control
related matters under AU sections 316, 317, and 325, respectively
(paragraph 9).
expansion o f the working papers that the predecessor auditor ordinarily
should make available to the successor auditor to include documentation o f
planning, internal control, audit results, and other matters o f continuing
auditing significance (paragraph 11).
incorporation o f the Interpretations of AU section 315 into the proposed
Statement (various paragraphs).
strengthening o f the language in certain sentences (e.g., the first sentence
o f proposed paragraph 3 versus the first sentence o f current AU section
315.03 and the last sentence of proposed paragraph 14 versus current AU
section 9315.09).

Relmond P. Van Daniker, Executive Director for NASACT
2401 Regency Road, Suite 302, Lexington, Kentucky 40503
Telephone (606) 276-1147, Fax (606) 278-0507, email rvnasact@mis.net
and 444 N. Capitol Street, NW, Washington, DC 20001, Telephone (202) 624-5451
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However, we do offer the following comments for consideration by the Auditing Standards Board
(Board) in developing the final document. Our comments are presented in paragraph sequence
for ease o f review. .

Introduction
Paragraph 2 defines predecessor auditor as follows: “and (2) has resigned, declined to stand for
reappointment, or been notified th a t his o r her services have been, o r may be, term in ated .”
It is not unusual for a client to contact a possible successor auditor and discuss their accepting an
engagement before the client notifies the predecessor auditor o f the possibility o f being replaced.
Under this scenario, the client may contact several possible successor auditors. At this point the
client may not want the present firm to be contacted so as not to injure relations with the current
auditor in case the client decides to retain them.
Paragraph 3 potentially covers this situation by stating that the successor auditor is to inform the
potential client that acceptance cannot be final until the communications have been evaluated.
However, we suggest that this situation be further clarified in the new standard.
C om m unications Before Successor A uditor Accepts Engagem ent
Paragraph 8 states, “The successor auditor should request permission from the prospective client
to make an inquiry o f the predecessor auditor prior to final acceptance o f the engagement.
Except as permitted by the Rules o f the Code o f Professional Conduct, an auditor is precluded
from disclosing confidential information obtained in the course o f an engagement unless the client
specifically consents. Thus, the successor auditor should ask the prospective client to authorize
the predecessor auditor to respond fully to the successor auditor’s inquiries. If a prospective
client refuses to permit the predecessor auditor to respond or limits the response, the successor
auditor should inquire as to the reasons and consider the implications o f that refusal in deciding
whether to accept the engagement.” To ensure that the successor auditor is fully aware o f any
limitations that the prospective client placed on the predecessor auditor’s response, we believe
that the prospective client’s authorization should be in writing, with a copy provided to the
successor auditor. Therefore, we suggest that the Board expand paragraph 8 to include, as a new
fourth sentence, “The authorization by the prospective client should be a written communication,
with a copy provided to the successor auditor.”
The second sentence in paragraph 10 states in part, “ ...should the predecessor auditor decide, due
to unusual circumstances such as impending, threatened, or potential litigation, disciplinary
proceedings, or other unusual circumstances, not to respond fully to the inquiries, the predecessor
auditor should clearly state that the response is limited.” Because the successor auditor will
consider the implications o f a limited response in deciding whether to accept the engagement, we
believe that the predecessor auditor should be required to provide the reasons why (e.g.,
impending litigation) the response is limited. Therefore, we suggest that the Board expand
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slightly the last portion o f the second sentence in paragraph 10 to read, “ .. .the predecessor
auditor should clearly state that the response is limited and the reason(s) for that limitation.”
Other Communications
Paragraph 11, provides guidance on the successor auditor’s review o f the predecessor auditor’s
working papers. The last sentence of that paragraph (and paragraph 19) states, “Valid reasons
may lead the predecessor auditor to decide not to allow a review o f some or all o f the working
papers.” To provide more complete guidance, we suggest that the Board expand paragraph 11 to
include specific examples o f what it believes to be valid reasons for prohibiting a review o f the
working papers.
Audits of Financial Statements That Have Been Previously Audited
The third sentence o f paragraph 20 states that, “It will always be necessary for the successor
auditor performing the reaudit to make, or observe, some physical counts o f inventory at a date
subsequent to the period o f the reaudit, in connection with a current audit or otherwise, and apply
appropriate tests o f intervening transactions.” Although we realize that the concept o f materiality
underlies the application o f all professional standards, for clarity we suggest that the Board revise
the first portion o f this sentence slightly to read, “If inventory is material, it will always be
necessary for the successor auditor performing the reaudit to make, or observe, some physical
counts o f inventory... ”
Effective Date
Paragraph 23 states, “This Statement will be effective with respect to acceptance o f an
engagement after December 31, 1997. Early application is encouraged.” Because the actual time
periods during which successor auditors consider accepting engagements may vary considerably,
we do not believe it is appropriate to base the effective date o f this Statement on the acceptance
o f engagements. For example, assume that a successor auditor considers accepting an
engagement in October 1997; however, due to circumstances beyond his or her control, the actual
acceptance o f the engagement is delayed until January 1998. Unless that successor auditor
applied the provisions o f this proposed Statement early, he or she could technically violate
professional standards. For this reason, we suggest that the Board revise paragraph 23 to read,
“This Statement will be effective for considerations made, in anticipation o f acceptance o f an
engagement, after December 31, 1997. Early application is encouraged.”
Appendix A - Illustrative Client Consent and Acknowledgment Letter
The draft letter does not make it clear that copies o f the working papers might be requested from
and allowed by the predecessor auditor. Therefore, we suggest that the Board include specific
statements to this effect in the letter to ensure that the client is fully aware o f this possibility.
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Appendix B - Illustrative Successor Auditor Acknowledgment Letter
The first sentence in fourth paragraph on page 13 states, “We understand that the purpose o f your
review is to obtain information about ABC and our 19X1 audit results to assist you in planning
your 19X2 audit o f ABC.” Paragraph 9 o f the ED indicates that the “successor auditor should
make specific and reasonable inquiries o f the predecessor auditor regarding matters that will assist
the successor auditor in determining whether to accept the engagement.” The statement in the
proposed letter on page 13 does not make it clear that these procedures are to be done prior to
finalizing acceptance o f the audit. We suggest that the Board clarify, in the sentence on page 13,
that the purpose is also to determine whether to accept an audit.
We appreciate the efforts o f the Board on this project and the opportunity to provide our
comments. Should you have any questions or need additional information regarding our
response, please contact Kinney Poynter o f NASACT at (606) 276-1147 or me at (302) 7394241.

Sincerely,

R. Thomas Wagner, Jr.
President

AsSO CIATIO N of

G overnm ent
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Ms. Kim Gibson
Technical Manager
Audit and Attest Standards
File 4302
AICPA
1211 Avenue of the Americas
New York, NY
10036-8775
Dear M s . Gibson
The
Association
of
Government
Accountants
(AGA), Financial
Management Standards Committee (Committee) would like to provide
the following comments on the AICPA's exposure draft on the
Proposed Statement on Auditing Standards entitled Communications
Between Predecessor and Successor Auditors. The Committee, whose
members are active accountants and auditors in federal, state, and
local government, reviews and responds to proposed standards and
regulations of interest to the AGA membership.
Local AGA chapters
and individual members are also encouraged to comment separately.
We agree with and support the provisions of the exposure draft but
would like to offer the following comments which we believe would
improve the final guidance:
1.

Paragraph 8, Page 8 - To ensure that the successor auditor is
fully aware of any limitations that the prospective client
places on the predecessor auditor's response, we believe that
the prospective client's authorization should be in writing,
with a copy provided to the successor auditor. Therefore, we
suggest that Paragraph 8 be expanded to include as a new
• fourth sentence the following: "The authorization by the
prospective client should be a written communication, with a
copy provided to the successor auditor."

2.

Paragraph 10, Page 8 - Because the successor auditor will
consider the implications of a limited response in deciding
whether
to
accept the engagement, we believe that the
predecessor auditor should be reguired to provide the

2200 Mount Vernon Avenue • Alexandria, Virginia 22301 • (703) 684-6931 • (800) AGA-7211 • FAX (703) 548-9367
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reasons why (e.g., impending legislation, etc.) the response
is limited.
Therefore, we suggest that the last portion of
the second sentence in Paragraph 10 be slightly expanded to
read "..., the predecessor auditor should clearly state that
the
response
is
limited
and
the
reason(s)
for
that
limitation."
3.

Paragraph 11, Page 9 - This paragraph provides guidance on the
successor auditor's review of the predecessor auditor's
working papers.
To provide more complete guidance, we
suggest that Paragraph 11 be expanded to include specific
examples of valid reasons for prohibiting a review of the
working papers.

4.

Paragraph 19, Page 10 - For consistency with the last sentence
in Paragraph 11, the last sentence in Paragraph 19 should be
revised to read "Valid reasons may lead the predecessor
auditor to decide not to allow a review of some or all of the
working papers."

The Committee appreciates the opportunity to provide comments on
this document.
If you have any guestions or need additional
information, please contact me at (334) 242-9200.
Sincerely

Sharon R. Russell, CPA, CGFM, Chair
AGA Financial Management Standards
Committee
cc:

Mitch Laine
AGA President
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May 20, 1997
Kim M. Gibson, Technical Manager
Audit and Attest Standards
File 4302
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Ms. Gibson:
The Accounting Principles and Auditing Standards Committee of the Florida Institute of CPA’s
th e Committee) has reviewed and discussed the AICPA Auditing Standards Board (the ASB)
Exposure Draft for the Proposed Statement on Auditing Standards entitled Communications
Between Predecessor and Successor Auditors dated March 7, 1997. A summary of our
comments follows.
7
GENERAL COMMENT
Committee members generally welcomed the formalization of the process by which successor
auditors contacted predecessor auditors. There was some confusion regarding the performance
of certain procedures prior to acceptance; however, this confusion was clarified during the course
of our discussion.
SPECIFIC COMMENTS
Paragraph 11 discusses the working papers to be made available by the predecessor auditor.
These working papers include “documentation of planning." Certain members of the Committee
did not believe that such working papers should be made available to the successor auditor as
they document judgments made by the predecessor auditor at a point in time and have no
relevance to subsequent periods under audit. Instead, these Committee members believed that
only working papers having a continuing significance to the audit should be made available to
the successor auditor.
Paragraphs 14-20 address “reaudits." The Committee was concerned that the tone of these
paragraphs would encourage opinion shopping by clients that had a disagreement with their
current auditors. The Committee believes that illustrations should be provided of conditions in
which a reaudit would be acceptable. In addition, specific comment should be made to
discourage the use of reaudits as a means of opinion shopping.
Paragraph 21 addresses a situation where a revision to financial statements on which the
predecessor auditor has opined may be necessary. The Committee commented that the
guidance, while good in theory, would not be practically applied. Instead, the Committee
believed that the client should make the decision with respect to communication in such
circumstances since it is their financial statements on which the successor auditor is opining.
Furthermore, the Committee found the additional guidance in paragraph 22 vague and not very
helpful.
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We appreciate , the opportunity to share our views and concerns and to comment on the
Exposure Draft. Members of our Committee are available to discuss any questions you may
have about this communication.
V e r y truly yours,

Steve M. Berwick, Chairman
FICPA Committee on Accounting Principles
and Auditing Standards

Task Force, that coordinated this response:
Verne E. Bragg, CPA
Sam M. McCall
M. Dennis Modrak
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Kim M. Gibson
Technical Manager, Audit and Attest Standards
File 4302
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

GSGPA
The Connecticut Society ot
Certified Public Accountants, Inc.
179 Allyn Street, Suite 201
Hartford, CT 06103-1491
860-525-1153
Toll-Free CT 800-232-2232
FAX # 860-549-3596
E-Mail: cscpa@cs-cpa.org
Internet: www.cs-cpa.org

Richard H. Gesseck
President

Janet S. Maley
President-Elect

Dear Ms. Gibson:
We are pleased to submit the comments of the Standard Setting Subcommittee
of the Accounting Principles and Auditing Standards Committee of the
Connecticut Society of Certified Public Accountants on the Exposure Draft of
a proposed Statement on Auditing Standards, C om m unications betw een
P red ecesso r a n d Successor Auditors.

The views expressed herein are those of the Subcommittee established to
comment on proposed accounting and auditing standards. The views are not
necessarily those of the Accounting Standards and Accounting Principles
Committee or membership of the Society.

Charles J. Frago
Treasurer

Lawrence J. Gramling
Secretary

We appreciate the opportunity to present our comments. Should there be any
questions, please feel free to contact me at (203) 401-2101.

Arthur J. Renner
Executive Director

Governors:

Theresa L. Dansky
Philip J. DeCaprio Jr.
Joseph A. Equale
John L. Evanich Jr.
Richard Guerriere
Bradley D. Kronstat
Mary Jayne Miller
Robert Murzyn
Nancy W. Riella
Alan M. Rothstein
John H. Schuyler
Richard C. Stroiney
Anthony J. Switajewski

(CPA)
The CPA.
Never Underestimate the ValueSM

Standard Setting Subcommittee

We are in general agreement with the proposed Statement on Auditing Standards,
Communications between Predecessor and Successor Auditors. However, we do
not believe that the requirements o f paragraphs 21 and 22 o f that document are
necessary. Further, in responding to the direct concerns regarding cost benefit
expressed in paragraph 3 o f the March 7, 1997 letter introducing that document,
we believe that paragraphs 21 and 22 o f the proposed standard generally would
fail the cost benefit test for smaller entities.
Especially in audits o f nonpublic entities, it is not uncommon for successor
auditors to discover errors in financial statements reported on by their
predecessors. Those errors commonly come to light either in determining the
appropriateness o f the opening balances by reviewing the predecessor’s working
papers or simply in the course o f the audit performed by the new firm.
Sometimes those errors result from failing to apply generally accepted accounting
principles as entities emerge from their infancy. In such instances, it is not
uncommon for tax and financial reporting differences to fail to be recognized. A
common practice for those situations is for the successor auditor simply to report
on single year financial statements which contain a prior-period adjustment.
Although preferable, comparative statements are not an absolute requirement
under generally accepted accounting principles.
Usually when there has been a change in auditors, there is some dissatisfaction
that has led to the change. Sometimes, especially for small entities, the reason for
the change can be a client’s lack o f confidence in the predecessor’s abilities.
Occasionally, interested third parties such as lenders, sureties, and regulators point
out deficiencies or errors in financial reporting-deficiencies or errors that clients
believe should have been addressed by their auditors-and which are causative
factors in changing auditors.
Paragraphs 21 and 22 o f the proposed standard would require the successor and
the predecessor auditors to meet with the client to discuss the suspected
misstatement. This would seem essential if the entity being audited were to be a
public company or a public institution such as a hospital, university, or
governmental entity. However, for a smaller entities, especially those who rely on
their auditors for financial reporting and accounting advice, no useful purpose can
be served by such a meeting. A meeting between an already dissatisfied client, an
auditor who has been replaced for what the client believes to be good cause, and
the successor auditor who has found the errors resulting in the prior year
misstatement is only an invitation for litigation. It can serve no other purpose.
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